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NEW CLIENTS
Innovest was recently selected to 
provide investment consulting services 
for:

Burkitt Foundation

That Others May Live Foundation

It is not known whether the listed clients approve or 
disapprove of the services provided. The new clients 
on page one and in the Client Spotlight are listed with 
their approval and permission.
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TOP SIX TIPS FOR AN EFFECTIVE INVESTMENT COMMITTEE
Scott Middleton, CFA, CIMA®, Principal

Innovest’s consultants have had the opportunity in 
the last 20 years to observe the activities of scores 
of investment committees, from those overseeing 
hundreds of millions in assets to those entrusted with 
much more modest resources.  In addition, a number 
of Innovest’s professionals volunteer on investment 
committees.  Based on our experiences, the following 
items are tips for effective committees, as well as 

dangers to avoid.  

Committee Size
Balance is the key consideration when deciding how many 
members should serve on an investment committee.  With fewer 

than five members, committees may lack the diversity and expertise 
needed to reach unbiased decisions, as well as having a quorum for 
meetings.  

We have observed that committees comprised of more than eight or 
nine members can take inordinate amounts of time to make decisions, 
and individual members can easily become disengaged.  However, 
one reason to have a somewhat larger committee may be the need for 
specific investment expertise or committee-specific expertise such as 
retirement plan or foundation expertise.

When in doubt, smaller committees are likely to be more effective.  In 
a 2002 survey, a majority of people on investment committees of six or 
more persons reported that they would prefer a smaller group.1  

Committee Tenure
Committees need to balance differing needs when determining 
the maximum number of years that members may serve.  Each 

organization can benefit significantly from an institutional memory of 
how the portfolio has been managed over time and how major decisions 
have been reached.  This factor points to members being able to serve 
up to nine years, for example.  

On the other hand, committees can become stale without new members 
who may offer differing expertise and creative ideas.  Regardless of the 
maximum committee tenure, it is helpful to limit more than one-third of 
the members rolling off the committee in any one year.   
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New committee members can substantially benefit from 
an orientation before the first meeting.  The committee 
chair and investment consultant can provide training on 
fiduciary duties, an overview of the investment policy, and 
the background on major portfolio decisions.  

Membership Diversity
“A group of white men aged 50 or over” may not be 
too far off the mark when describing most investment 

committees.  However, committees are likely to be more 
effective over time when their members have diversity in 
knowledge, skills, abilities, and demographics.  

For example, investors in their 60s and 70s tend to become 
increasingly risk averse as they age, which can often color 
their advice when participating on committees.  Having 
relatively younger (and often more risk tolerant) committee 
members can be beneficial when advising portfolios with 
perpetual time horizons.  

Each committee member needs to separate his or her 
personal investment philosophy from the investment 
philosophy that is in the best interest of the institution.  
Further, all committee members need to be engaged in 
the investment process and have the capacity and desire to 
focus on the prudent management of the investments.  

Leadership
Good committee leaders are process-orientated, 
maintain focus, and implement proper methods to 

reach decisions.  The committee chair should empower 
members to debate the issues at hand using facts and data, 

instead of relying on polarizing forecasts and opinions.  

Members need to question the merits of potential decisions 
and voice their opinions as fiduciaries from their professional 
perspectives.  An effective committee chair will avoid 
allowing one person’s opinion to dominate, including if that 
person is an investment professional, a major donor, or an 
executive within the organization. 

Accountability and Empowerment 
The vast majority of investment committees function 
under the oversight of the organization’s board.  The 

board is obligated to monitor and supervise the actions of 
the committee, especially their fiduciary process.  

The board, often with vital input from the committee, 
ordinarily determines the portfolio’s purpose, goals, 
expected long-term returns, and the allocation ranges of 
broad asset classes.  For example, the board could set the 
allocation ranges as 50% to 70% in equities, 20% to 40% in 
fixed income, and 15% to 25% in other investments.  

Well-functioning organizations are often characterized by 
the board clearly delegating certain responsibilities to the 
committee.  Decisions best left to the committee can include 
the allocation to sub-asset classes within the aforementioned 
three broad asset classes (how much of the equities should 
be in large cap, small cap and international, for example), and 
the discretion to hire and fire money managers.  Because the 
entire board rarely participates directly in the analysis and 
discussion of sub-asset class allocations and manager hire/
fire decisions, a best practice is for the board to give the 
committee the discretion to make those decisions.  
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A Process-Based, Long-Term Focus
The vast majority of committee members would likely 
acknowledge that their primary duty is to implement 

a disciplined and fiduciary process that is designed to meet 
the portfolio’s long-term objectives.  However, even the 
most well-established committees can get off course.    

The most insidious and dangerous temptations for 
committees include:

• To modify the portfolio’s asset allocation frequently or 
drastically, especially based on recent news and market 
moves 

• To discount or ignore the advice of outside professionals 
that have been hired to guide the committee

• To make decisions without skillfully and carefully 
examining the issue’s characteristics, advantages, 
disadvantages, and overall portfolio impact

• To concentrate on the “latest and greatest” new products 
and managers, which often leads to chasing performance

• To change money managers regularly based 
predominately on past performance

The fortitude to reject these temptations can be built 
over time by acknowledging and embracing the following 
fiduciary-based principles:

• Successful, long-term investing is at odds with the 
emotionally-driven desire to make decisions based on 
sensationalistic news and extreme market moves. 

• Effective portfolio composition considers forward-
looking assumptions about the portfolio’s range of 
returns, not extrapolating historical returns into the 
future. 

• A disciplined investment approach includes portfolio 
rebalancing and looking for new investment 
opportunities, whatever the market and economic 
environment. 

• Hiring experts is encouraged in fiduciary law to help the 
committee fulfill its responsibilities. 

• Diversification among and within various asset classes 
will eventually test the patience and endurance of every 
committee and every member.  

• Money manager evaluations and decisions need to be 
based primarily on qualitative criteria (people, philosophy, 
process, etc.), instead of merely performance.  

Effective committees are constantly vigilant to avoid 
treacherous temptations and to remain focused on their 
fiduciary responsibilities with prudence, care, skill, and 
diligence.  

Conclusion
While relatively modest in scope, the topics addressed above 
are among the most critical that Innovest’s consultants have 
observed in whether investment committees are likely to be 
successful over the long term.  A committee’s regular and 
frank evaluation of how it stacks up against best practices 
and pitfalls can help it identify ways to become more 
effective.  The results can be a greater likelihood in achieving 
the portfolio’s long-term objectives. 
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NONPROFIT SPOTLIGHT: NORTH COLORADO 
MEDICAL CENTER FOUNDATION

Incorporated in 1975, 
the North Colorado 
Medical Center 
Foundation supports 

the health care services of the North Colorado Medical 
Center (NCMC) by funding educational opportunities, 
acquiring equipment, goods and property, and supporting 
advances in health care.  The Foundation has been 
entrusted as stewards of over $50 million in charitable 
gifts. The NCMC Foundation achieves its mission through 
programs such as Heart Safe City, Curtis Strong Center, 
Hospitality House, Monfort Children’s Clinic, North 
Colorado Med Evac and Western States Burn Center, 
to name a few. In addition, the Foundation annually 

awards nearly $90,000 in scholarships to individuals 
in the community and NCMC employees.  They have 
cumulatively awarded scholarships to more than 110 
people.

On June 13, the Foundation hosted its 34th annual Med 
Evac Golf Tournament at the Greeley Country Club.  The 
event was attended by more than 210 golfers, sponsors 
and volunteers. Innovest’s CEO, Rich Todd, participated 
in the tournament. This year, the tournament raised more 
than $40,000, which will go toward the Heart Safe City 
initiative and will provide important equipment to flight 
crews. The Heart Safe City initiative places Automated 
External Defibrillators (AEDs) throughout Weld County in 
addition to CPR training for community members. 

Innovest is proud to provide consulting services to North 
Colorado Medical Center Foundation.

Notes
1  “Reflections on Investment Committee Governance.” Originally published 
in July 2009 by Stratford Advisory Group.



CONSIDERING THE ALTERNATIVES: 
REINSURANCE AND LIFE SETTLEMENTS
Chris Meyer, Senior Analyst and Ryan Murphy, Analyst

Today’s low interest rate environment and 
increased uncertainty in global financial 
markets have fueled demand for alternative, 
uncorrelated returns for investment 
portfolios.  This demand has led to the 
growth and accessibility of non-traditional 
investments, including two insurance-related 
areas: reinsurance and life settlements.  The 
consideration of alternative investments 
needs to be based on a fiduciary process 
of extensive due diligence.  An overview 
of reinsurance and life settlements can 
help investors weigh their merits and 
help determine whether a more extensive 
investigation is appropriate. 

Reinsurance 
In the last several years, the centuries-old business of 
reinsurance has become accessible to investors beyond 
the largest institutions.  Reinsurance is simply insurance 
purchased by insurance companies to reduce the risk of 
paying very large claims from major catastrophes, such as 
hurricanes, earthquakes, tornados, and floods.  In exchange 
for taking on this catastrophe risk, reinsurers collect premiums 
from other insurance companies.  Over time, reinsurers make 
money by collecting more in premiums than they pay in 
claims and by investing the premiums and reserve capital.  

The amount of reinsurance risk that reinsurance firms can 
underwrite is limited by the amount of capital on their 
balance sheets. Therefore, in order to meet their clients’ 
demand for more reinsurance coverage, reinsurers have 
increasingly sought capital from outside investors.

Two ways that reinsurance companies can bring in outside 
capital is by issuing quota shares and catastrophe bonds.  
Quota shares are illiquid, bespoke, private notes that 
reinsurers place with a very small group of funds and 
institutional investors.  These shares represent diversified 
slices of hundreds or thousands of reinsurance contracts on 
a reinsurer’s book, and the quota share investor participates 
in premiums and losses side-by-side with the reinsurer. 

Catastrophe bonds, in contrast, are bonds issued to the public 
and traded in secondary markets.  Normally, these bonds 
represent specific types of risk in particular geographies (such 
as earthquakes in Japan), and the interests of the reinsurance 
company issuer are not quite aligned with investors.  It is 
common for a reinsurance investment fund to be invested 
80-90% in quota shares and 10-20% in catastrophe bonds. 

Two investing benefits that reinsurance has offered are low 
correlations with other asset classes and relatively attractive 
historical returns.  Swiss Re, a leading global reinsurer, began 
tracking reinsurance catastrophe bond performance in 2002. 
From the beginning of 2002 to the end of March 2016, the 
Swiss Re Global Catastrophe Bond Index had attractive 
correlation coefficients of 0.29 and 0.23 to the S&P 500 and 
Barclays U.S. Aggregate indices, respectively.  Returns have 
been unrelated to financial market conditions.  Although the 
index does not track quota share performance, it provides 
insight into reinsurance correlations.  

The Swiss Re Global Catastrophe Bond Index achieved an 
8.75% compound annual return over the ten years ending 
March 31, 2016.  While this performance history does not 
represent a portfolio that includes quota shares, it illustrates 
the potential of reinsurance investing to provide attractive 
returns with low correlations.  Also, after large catastrophes 
and below-average investment returns, reinsurance 
companies ordinarily raise premiums for future coverage, 
providing a tailwind to subsequent returns. 

Although reinsurance has offered some attractive features, 
there are disadvantages as well.  Reinsurance funds charge 
annual management fees of between 2.0% and 2.5%, which 
are notably higher than traditional equity and fixed income 
products.  Furthermore, reinsurance portfolios distribute 
gains as taxable investment income, which has significant 
implications for taxable investors.  Investors also need 
to be aware that diversified reinsurance funds ordinarily 
have quarterly liquidity and may limit the total amount of 
redemptions at any one point in time.  

It is ordinarily advisable to build positions in the asset class 
over a few years, especially considering that current premiums 
are relatively low due to few large-scale catastrophes in 
recent years. 

Life Settlements
A life settlement is the transaction of an investor purchasing 
a life insurance policy through a secondary market.  Some 
life insurance policy holders would rather sell their policies 
now at a competitive price instead of continuing to pay 
premiums and having their heirs receive a future death 
benefit.  Redeeming a life insurance policy with the policy 
originator (insurance company) almost always results in a 
price that is less competitive than the open market provides. 

Most investors in life settlements (LS) contribute capital 
to a LS limited partnership, which purchases a pool of life 
insurance policies.  The investment fund pays the insurance 
premiums in return for the future death benefits from the life 
insurance policies.  
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As equity fund managers evaluate stocks, LS fund managers 
appraise marketable life insurance policies, including medical 
underwriting data and the financial strength of the insurance 
companies that issued the policies.  LS funds typically hold 
hundreds of policies to diversify the portfolio. 

If a policy owner outlives his or her life expectancy, sustained 
premium payments by the investors would eat into their 
returns.  In contrast, if an insured person dies sooner than 
projected, investment returns would increase through the 
cessation of premium payments and the payment of the 
death benefit.  

LS can add diversification to an overall portfolio, as mortality 
rates are uncorrelated to geopolitical and economic events.  
From April 2010 to the end of April 2016, one relatively large 
life settlements fund had a correlation coefficient of 0.13 to 
the S&P 500 and -0.12 to the Barclays Aggregate Bond Index.  
While the investment returns on LS portfolios has varied 
due to manager skill, fees, and portfolio diversification, one 
product had average annual returns net of all expenses of 
approximately 12% in the six years ending April 2016.  

Investing in life settlements poses risks and important 
considerations. It is typical for LS portfolios to be structured 

as limited partnerships with lockups of up to three years, 
quarterly liquidity thereafter, and restrictions on the amount 
of redemptions at any one point in time.  In addition, annual 
partnership management fees of 2% per year are common. 

As investors’ demand for life settlements has increased in 
recent years, so has the trading frequency and liquidity of 
the investments.  Increased capital flows into the asset class 
has sparked bidding wars, escalating the purchase price of 
individual life settlements.  With investors paying more for 
life insurance policies, future returns for the asset class may 
be compressed to some degree.

Conclusion
Investors considering the merits of reinsurance and life 
settlements need to carefully consider their characteristics, 
advantages and disadvantages before determining whether 
a more thorough investigation is appropriate.  Extensive, 
professional due diligence on these alternatives and their 
managers is essential when considering their potential place 
in a diversified portfolio.  



11 CLASS ACTION LAWSUITS FILED AT THE END 
OF 2015
Marianne Marvez, RPA, Vice President

At least 11 class action lawsuits were filed in 
federal courts against retirement plan service 
providers, investment companies, and plan 
sponsors during the 4th quarter of 2015, and 
additional suits have been filed since the first 
of the year.   Several of the defendants in 
these cases are names you would recognize: 
Fidelity, Empower, Principal, Oracle, and 

Anthem.  It is important for retirement plan fiduciaries to be 
aware of the complex nature of these lawsuits, to understand 
who is a fiduciary to the plan, and to understand what 
serving as a fiduciary means to plan sponsors.  Although it 
is too early to speculate about the outcome of these cases, 
it is normally easier for a plan sponsor to defend a lawsuit 
if the sponsor has followed a prudent process.  Moreover, it 
is imperative for a plan sponsor to document every action 
taken or considered on behalf of the plan.  

The majority of the complaints allege a breach of fiduciary 
duty in violation of ERISA.  Several of these claims allege 
that excessive fees were charged, imprudent or higher cost 
investments were offered, and service providers lined their 
pockets with revenue-sharing dollars.  Others involved plan 
sponsors that came under fire for failing to take their plans 
out to bid on a scheduled basis to ensure that the services 
received and fees paid were competitive and in the best 
interests of participants.  

Let’s take a look at three recently filed cases.

Troudt v. Oracle Corporation
This suit was filed on January 22, 2016 in the U.S. 
District of Colorado and focuses on a 401(k) plan 
sponsor’s failure to keep recordkeeping fees in check.  
According to the complaint, Oracle, a Fortune 100 
company, allowed Fidelity, the plan’s recordkeeper, 
to charge excessive per participant fees since 2009.   
During that time period, the per participant fee increased 
from $68 to $140 while the number of plan participants went 
from 38,000 to 60,000 and plan assets grew from $3.6 billion 
to over $11 billion.

Krikorian v. Great-West Life & Annuity Insurance 
Company et al
This suit, also filed in U.S. District Court in Colorado, 
involves allegations that recordkeeper Empower Retirement 
breached its fiduciary duties by entering into revenue sharing 
arrangements with multiple investment companies that 
resulted in excessive profits for Empower.  Wahan Krikorian, 
a participant in his employer’s $7.1 million 401(k) plan filed 

suit against Empower Retirement on January 14, 2016.  Mr. 
Krikorian is seeking class-action status for “thousands” 
of 401(k) participants in retirement plans record kept by 
Empower.  The plaintiffs allege that Empower received 
revenue sharing payments that bore “no relationship to the 
cost or value of any such services” provided.  The complaint 
further alleges Empower “has lined its pockets with at least 
tens of millions of dollars in revenue sharing payments by 
and through self-dealing, other prohibited transactions and 
breaches of its fiduciary duties.”  In order for this lawsuit 
to have a chance, the plaintiffs will need to establish that 
Empower, in its role as recordkeeper, acted as an ERISA 
fiduciary. This may be difficult, especially considering that 
the 8th Circuit Court of appeals recently decided that The 
Principal Financial Group, when acting in its capacity as 
recordkeeper, was not a 401(k) plan fiduciary.  

Bell v. Anthem
This suit, filed December 29, 2015 in the Southern District 
of Indiana, also involves high fees.  The primary allegation is 
that the plan fiduciaries’ failed to select the lowest cost share 
class available, which caused Vanguard to be paid excessive 
recordkeeping fees.  The complaint further alleges that the 
less expensive share classes of Vanguard funds—those the 
plan sponsor should have selected—were available long 
before 2013.  That’s when the plan sponsor exchanged the 
higher cost shares for the lower cost ones, reducing the 
recordkeeping fees paid to Vanguard by over 50%, which 
the plaintiffs argue was still excessive.

In addition, the complaint asserts that two actively managed 
funds were imprudent because their expense ratios were 
considerably higher than the passively managed Vanguard 
funds.   According to the plaintiffs, the plan also should have 
used lower cost separate accounts and collective trust funds 
instead of mutual funds and should have offered a higher 
yielding Stable Value option instead of Money Market fund.  

continued on page 7
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Lessons Learned
The flurry of lawsuits filed in the last few months have 
caused concern for retirement plan fiduciaries.  One of the 
best ways for fiduciaries to keep plans out of the headlines 
is to make sure they understand the fees they are paying 
and how those fees are being paid.  Revenue sharing 
arrangements have been at the heart of several of these suits. 
Many of these arrangements are not transparent and may 
not be equitable to participants. Basically revenue sharing 
is where the mutual fund family pays a percentage of the 
revenue they collect from the expense of the fund back to 
the service provider to offset their recordkeeping fees. For 
example, suppose a plan has 10 funds and only four of them 
generate revenue sharing that is paid back to the service 
provider to offset recordkeeping fees. The participants who 
have balances in those revenue sharing funds are technically 
paying the fees for the entire plan, which may not be fair.  
Plan sponsors who have revenue sharing funds in their 
plans might consider crediting back any revenue sharing 

generated to the participants who are invested in those 
funds, thereby lowering the net expense ratio of those funds.  
Plan sponsors that charge their recordkeeping fees to the 
plan, might consider charging a flat per participant fee to 
any participant with an account balance.  In addition, a set 
percentage based on plan assets could be allocated across 
all participant account balances. In some cases it might 
make sense to have both a flat per head fee and an asset 
based fee.  These are just some ideas of how to make the 
payment of plan expenses more transparent and equitable 
for participants.

It is important to remember that neither ERISA nor the 
Department of Labor requires you to choose the least 
expensive service provider or fund share class.  The least 
expensive option may not always be the best choice unless 
cost is the only difference, but acting in the best interests of 
plan participants is always what really matters.
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EMPLOYEE SPOTLIGHT
CHERYL WILKS - SENIOR ANALYST

Cheryl is a Senior Analyst and her responsibilites include 
performance reporting, account reconciliation and 
portfolio accounting. In addition, she assists clients with 
new account documentation.

WHERE IS YOUR 
HOMETOWN?

I was born on the 
East Coast, but 
moved to the 
Denver area when 
I was one year 
old.  I am told I 
technically qualify 
as a Colorado 
native.  I have 

called Parker my home for the last 18 years. 

TELL US SOMETHING UNIQUE ABOUT YOU.

My dad was one of the original Denver Broncos season 
ticket holders.  The tickets are still in our family, and there 
is a commemorative plaque at Mile High Stadium with our 
name on it! 

WHAT DO YOU LIKE BEST ABOUT WORKING AT INNOVEST?

I don’t think I have ever worked with a better group 
of people who collectively embrace the concept of 
outstanding service and doing the right thing for our 
clients.  We volunteer in the community as a team, and 
I think that brings us closer together in the office.  Also, 

four students from Arrupe Jesuit High School are here 
during the school year, and over the summer we have 
college interns in the office.  It is inspiring to have these 
young minds around us. 

HOW DO YOU GIVE BACK TO THE COMMUNITY?

For over 13 years I was the executive director for a non-
profit organization that provides tuition scholarships for 
Colorado high school seniors who were volunteering in 
their communities.  I currently produce videos for various 
non-profit and student athletic organizations in the Parker 
area.  I also contribute regularly to The Wild Animal 
Sanctuary in Keenesburg, Colorado. 

WHAT ARE YOUR HOBBIES AND INTERESTS?

My father taught me to ski when I was three years old, 
and I still love it.  I prefer to be outdoors and spend a lot 
of time walking my dogs in the woods near my house.  I 
am an avid reader, enjoy live music, and like to paint, but 
I did not inherit my family’s artistic talent.  And of course, 
Broncos games!

TELL US ABOUT YOUR FAMILY.

I have one son who graduated from the University 
of Colorado last year with a degree in finance.  He is 
currently working toward becoming a financial consultant 
with a national financial services firm.  The whole family 
makes an annual trip out to see my mom in California.  
She stays busy as the director of a non-profit that teaches 
people to speak English.  

Cheryl and her dogs Max and Ace.
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AROUND THE FIRM
RECENT EVENTS

This quarter Innovest celebrated 20 years in business. 
To thank clients for their support, Innovest hosted an 
anniversary party on June 27 at Coors Field.  Innovest’s 
clients and employees gathered to celebrate and watch 
the Colorado Rockies beat the Toronto Blue Jays.  We are 
thankful for our loyal clients who made 20 years possible 
and we look forward to the next 20 years. 

Innovest recently welcomed three employees. Jared 
Martin, CFP, is a Vice President and Consultant at Innovest, 
providing consulting services to our retirement plan clients.  
Jared brings 12 years of experience, most recently with 
ICMA-RC and serves on the board of the Colorado Public 
Pension Coalition (CPPC).  Also, Abigail Thomas and Ryan 
Murphy are new Analysts who support the Research and 
Due Diligence teams.  Abigail and Ryan are graduates of 
the University of Northern Colorado and the University of 
Notre Dame, respectively. 

Three college interns joined Innovest for the summer.  
Shannon Calhoun is entering her senior year as a finance 
major at Texas A&M University in College Station.  Charlie 
Lippitt will be a senior at Denison University in Granville, 
Ohio, where he is majoring in economics and Spanish.  
Finally, Joe Lemming will be a senior finance and economics 
major at Benedictine College in Atchison, Kansas.  

Also this quarter, Innovest was ranked in Financial Times’ list 
of “Top Registered Investment Advisors.” Employee Benefit 
Advisor also named Wendy Dominguez one of the “25 Most 
Influential Women in Benefit Advising” for the second year 
in a row.  Wendy was also featured as the “Public Persona” 
in Colorado Expressions Magazine and it was announced 
that she is a finalist for the Denver Business Journal’s 
Outstanding Women in Business. Innovest Principal Jerry 

Huggins was quoted in the WealthManagement.com article, 
“Getting Formal with an Investment Policy Statement.”  
Richard Todd, CEO, was featured in the Entrepreneurial 
Wealth Management Podcast. 

In June, Innovest employees volunteered at Central City 
Opera House by planting flowers outside the venue in 
time for the opening of the 2016 opera season. As the 
second-oldest professional opera festival company in the 
country, Central City Opera Company presents a range of 
productions each summer, including opera favorites, new 
and rarely performed pieces, and American works. This 
summer’s performances are The Ballad of Baby Doe, Tosca, 
The Impresario, and Later the Same Evening. 

On June 8 Innovest held the Innovest Family Office Forum 
at Cherry Hills Country Club.  Jim Hodge from the University 
of Colorado Anschutz Medical Campus spoke about the 
role of philanthropy in the well-examined life.  Also, Amy 
Castoro and Peter Yaholkovsky from The Williams Group, 
a family consulting and estate transition firm, provided 
a briefing on the causes of the 70% failure rate in estate 
plans, as well as tools to address related issues. 


